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Basis for advice on CCB: key indicators
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Early warning models for financial crises
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Increased capital requirements in Norway
CET1 capital. Percent. 1 July 2013 — 1 July 2016
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Framework
Loss function, L: Lo = Eo X820 8t (T,%+ Ayt?)

where m, = inflation deviation from inflation target
y; = output gap

Demand, y;: ye=f(ry...) — 2z

Impulse from financial instability, z;: z,= B-z;_; + a- Fl,

q = 0 if financial instability does not arise
1 if financial instability arises

Level of financial imbalances, Fl.: Fl.= g(r,,...) 6 |



Financial stress does not arise
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Financial stress arises
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